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Introduction

The financi anl icnr i250i0s7 tahnadt dbecegpaened in 2008 was t
Depression Trhees pfoendseer awa sptosl wicfyt ,a nlda cgat rowvea si al
unprecedented tools to RBamtpipdel avi tsh Wd mea ntch @ ladtm
taken by the Feder bt ocRndesregdeenac dy(ult ghdo)r iutnyd e rS eicttsi o n

the Federal Reserve Act (12 ddtSw@s 3Hd4e4d)riDblkids i mb
review adofebmewtlgi d elgarwdg is 1ikely a’sharmless a
still a useful insumandekpaoli ¢y meabdihtbo odt pods ti
Under normal authority, the Fed faces statutory
accept as collateral, and for how | omg nigt trhay 1 e
crisis disl nmtt mSeacnt swlmas b3 e3d) toos ta ua fisotrhi ez eF emd

o vtehres iFaeldl ya,]l s o 1 twolped ve®adct itdie ¥RG@Iure of B
ican IntecAh@ttdwmahcGnibddgea fitenwbo tbhidet hteo f a i |

al Reser vtee f sFiewde |l altsd Haemks etxhrough the dis
createdarfadcud dqeuiatnstoikt a”t(il wve gea sicmg ¢ purchases of
mortpaghked securit PRe o atubseasien @ cttdi koenwsi imsedrseo r ma |
autthp,he ybeayroend t he s c opaes oafr et hoitsh erre paocrtti ons t aken
government during the crisis

ThBo dFdr aWakl 1 Street Reform andi@bdnsnmeirméhrkDoddtio
AcP. L.203 1 imitseddther&etdon undeMetmbersonfl3(3),

i
emergency facilities createdndnbanfg fheaaacriails fi
r
i
r

Congress bld¢dsevehdahges. wlehries irnespuofrfti cpereohviisdt eosr ya r
of Section 13(3), 1includidsg aiuttsh oursiet yi nu n2d0eOr8 .S elctt
before and -Farfaanekr Achte. Dlotd dt he n diisslcautsisacers tpoo lameyn d
Section 13H3R, ,3wh®ctéipgssed the House on Novemb

Hi story of Section 13(3)

t
One of 1tchad diiesidn cwraesat £t dc wdlaesn der ofby aprtowviediorg ,
liquidity intdhm foamhotModghhsooaktsnt window. The Fe
provides that service today, but ttylpd.cm@hdwnt of 1
timéecameetchbeadnvkosuthele t t hteeirrm sbhoorrrto wi ng emeeds thr
mar ketsnoonmahditions. Discount window’ slending to
norméhtutory authority.

Nonbank financial firms also face liquidity need
much more 1imitebd.enkeeatvipmm elly( ¥$)e dlcaesni @ 9%2s dhacl
used it to make 123 loans to nonfinancial firms

1 David Fettig,Lender of More than Laftesort Federal Reserve Bank of Minneapolis, December 1, 2002,
https://mww.minnepolisfed.orgpublicationsthe-regionlenderof-morethanlastresort

2 For more information, seERS Report RL30354vionetary Policy and the Federal Reserve: Current Policy and
Conditions by MarcLabonte

3 For an overview, seERS Report R4341% osts of Government Interventions in Response to the Financial Crisis: A
Retrospectiveby Baird Webel and Marc Labonte
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authority was superseded by new authofity (Secti
Sectli3d ) can also be wusedfttcerahuwet)iFdrdioskeecdl emd i ng ¢
13(3) occasionally to make nonmember banks and ¢
window IW8flamawvhmamber banks werdipeominttt ewd ntd® wa ¢ ¢
Section 13wa3s) naoutt huosreidt yt o extend credit to nonba
authority was then used extensively bhagivemriyng 1 n
different ways than it had been used previously.

Use of Section 13 (3) in 2008

Section 13(3) was wused to authorize multiple act
wor satned woi Ap0oBi8nrtosund t he time the investment ban
difficulties in Marlkhr @andf ftold oiwnwnegs tthent bank L
Septe@mbedit exSecdleddiBmynB@®dS8 be divided into two b
categories:

1. broadalsed fiaocialdidtugausisdi ty probl eammsd in specific

2. excl usi vaes,s ifesatgfaorocy e lt t he dimndrdedbgl fiit mse c
deemed tod big to fail

Creaduttstanding (in the fSemtldd3fiBcasph adkre ds eactu r$i7tli0e
in NovembCeauurr re2m@8ly crediSe cctkiBemd )l endd arserptheied wi t h
interest and all 183Coh)t rfaagi ltiot ip e sl i lidal meo b e X puid f ee dr .
any losses onundens Sehnadanpdd&kfmose $3Wabillion
(more thanilhdYfeloaPNewheirctisheerhet hotfSreans ecpdensd t he

4 Howard Hackleylending Futions of the Federal Reserve Barikederal Reserve, 1973, p. 130. See also David

Fettig,Lender of More than Laftesort Federal Reserve Bank of Minneapolis, December 1, 2002,
https://www.minneapolisfed.ongdblicationsthe-regionlenderof-morethanlastresort J a mes Dol l ey, “The 1In
Advance Program of t hThe Quarikrly dourhal dRkEcenemiceok 50Sng. 2,tFebruard®36,

p. 229.

5 Nationally chartered banks are required to be members of the Federal Reserve System. State chartered banks have the
option of becoming members. Until the Monetary Control Act of 1880.(96221), only member banks were allowed
to borrow at the discount window.

6 For more information, seBRS Report R4215&y st emi cal |y | mpor t ant InstitutioisSToo Bi g t o
by Marc Labonte

" Total does not include asset guarantees for Citigroup and Bank of America, under which funds were never used.

8 One facility, Maiden Lane |, still held more than $1 billion of assets at the end of 2014. It has nuddsbtat
authorized to purchase additional assets.

9 In addition to the $30 billion in net income received by the Fed, Treasury received an additional $17.6 billion as net
income on the sale of equity that the Fed originally received (and subsequersfigried to the Treasury) as
recompense for the Fed’s loan to AI G.

10 profits are defined here as payments received in excess of principal outlayed. It does not net out administrative
expenses, which are not reported separately for each facility. Thi$ deyesrnot consider whether the Fed earned

economic profits on these transactions. For example, the income from these transactions may have been partially offset
by lost income if the Fed offset those facilities by holding fewer Treasury securitiedafaitse sheet. One study

attempts to estimate this effect for the Fed’s broadly bas
“too big to fail.”) For Section 13(3) f ateréstandfdees, it estim
income, but the “cost of funds” for those programs was §$1.
life of the progr ams. See Michael Fleming and Nicholas KIla

F a ¢ i | iederaldReserVe B&nk of New YoRRurrent Issues in Economics and Finaneel. 17, no. 1, 2011,
http://www.nyfedeconomists.omg/searctdurrent_issuesil7-1.pdf.

Congressional Research Service R44185 - VERSIOMO - UPDATED 2
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taxpayerexoamgseatehan the di stceorummst owfi ntdhodw pbreocgaruas
fewer saifeguamescasersedmwroSlaenidnegarmsaurb 1l ed asset pur
examptlehne xt t wo sections summarize this experien
Appendi x

BroaBdged Facilities

The Fed cre abtacddefaicy [ Breexldddyygddam 2008 to extend
eligible borrowers within a particular class of
of finanscial market

T ThEerm Securities Leamnd Rtgli diac ¥ 1 Dleiatl ¢ T SCF ¢
Facilitwe¢(PDE€EFpated to assist primary dealer:
firtmsattehe sFeed untfeoorpent mes ketThep dFreat i ons) .
made tsdhromtl oans through the PDCF and TSLF to
that othealprsmdrg dot experience liquidity ¢
primary dealserf iBneaanrc iSatle adrinfsf i cul t i e s .

T ThAs sBRatc ked Commercial Paper Money Market Mut
Liquidity FaciClhimme rcAMILF)Paper Fupding Facild.i
nd Momey Market Investor kendirmgecEacidl ittoy (M
upport the commercial paperComanrekrecti a(lt he MMI |
aper -tisr mhbattt i1issued by financial firms (1in
r ms , -tahmrdo upgahs aset n tiaistshwestsc k ¢ b sAeBcpur Tt d eBe d

up i1its commercial paper facilities after
ced the latter to contract their 1large hol

t
r
Term MBmasxkted Securities wlso acor eFaatceidl ittoy ( TALF)
ppoABSna hidchtr ough TALF, t-&=rd Eyfedavrenaldoea ntshr e e

private investors to encourage them to p

rthagked secd’ABBiese(MBS2lternative way t

nbaimkasncfe 1 oans to consumers and businesses
as s hfAdowm -babentkiivhigt i es that substitute for
ding ankiPhegpodddline in the value and 1iqu
ing the cyhaip cestuuddetdi om @n their 1issuar
dit available to households and businesse:

u 1
h .

=
Ca— B g "® g he T »oe

= £ 0 000 0 e 5 O o =

o = 35

Tabllper ovides a summary osfe tfhaeAltleirtohse safmdc iusietsi ecsf ef
TALF were usedt drom plegouni¢deipt¢tywadtl y comparable to t

1 Under a nofrecourse loan, the creditor has no right to seek payment beyond the collateral posted in the event that the
loan is not repaid.

12 For more information, see Federal Rese@ffice of the Inspector Generdlhe Federal ReserdeSection 13(3)
Lending Facilities to Support Overall Market Liquidityovember 201http://oig.federalreserve.gaeports/
FRS_Lending_Facilities_Report_final-23-10_web.pdf See alsdJ.S. Government Accountability Offid&AO),
Federal Reserve System: Opportunities Exist to Strengthen Policies and Processes for Managing Emergency
AssistanceGAO-11-696, Juy 21, 2011 http://www.gao.goview.itemsd11696.pdf The Fed was required to report to
Congress on assistance provided pursuant to Section 13(3); these reports are piistédaty.federalreserve.gov/
monetarypolicydst_reports.htm S e e al s o tChedit afddidquidity Pregrams and the Balance Sheet
available atttp://www.federalreservgovimonetarypolicybst_archive.htm

13 Other Federal Reserve and federal emergency programs beyond the scope of this report were aimed at supporting
mortgagebacked securities (MBS).

14 For more information, seERS Report R4334%hadow Banking: Background and Policy IssigsEdward V.
Murphy.
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di scountlThwi CPFWF. was the largest facility, and T/Z
in the tablfea c inlointei eosf etxhteesneded c¢credit after 2010
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Table 1.Broadly Based Facilities Created in 2008 Under Section 13(3)

Usage Terms and Conditions
Loans Number Recourse/ Term Date
Outstanding Total of Partici - Lending Haircut Announced -
Facility at Peak Income pants Rate/Fee Expired
Term Securities  $235.5billion $0.8 18 Set at auction, 28 days Mar. 11,
Lending Facility on Oct. 1, billion with minimum Yes/Yes 2008Feb 1,
(TSLF) 2008 fee of10 to 25 2010
basis points
Primary Dealer $146.6billion $0.6 18 Rate setequal to overnight Mar. 16,
Credit Facility on Oct. 1, billion Fedds di 2008Feh 1,
(PDCF) 2008 rate; fees of up 2010
. - Yes/Yes
to 40 basis points
for frequent
users
AssetBacked $1521 billion $0.5 11from7 F e dli8csunt 120 or Sept. 19,
Commercial on Oct. 1, billion bank rate 270 days 2008Feb 1,
Paper Money 2008 holding 2010
? No/No
Market Mutual companies
Fund Liquidity
Facility (AMLF)
Commercial $348.2billion $6.1 120 Markupsof 100 90 days Oct. 7,
Paper Funding on Jan21, billion to 300 basis 2008Feh 1,
Facility (CPFF) 2009 pointsover 2010
overnight index No/No
swap rate fees of
10 to 100 basis
points
Term Asset $48.2 billion $1.6 177 Variousmarkups 5 years Nov. 25,
Backed on Mar. 17, billion over LIBOR or for CMBS, 2008 Mar.
Securities Loan 2010 to Fed; federal funds 3 years 31, 2010
Facility (TALF) $07 rate; 10 to 20 No/Yes for other (June 30,
billion basis point 201Q for
to administrative fee new CMBS)
Treasury

Sources: Federal Reserve, Office of the Inspector Genefalke Federal Resér&ection 13(3) Lending Facilities to
Support Overall Market Liquithtyvember201Q Federal Reserv&uarterly Repon d-ederal Reserve Balance

Sheet Developmentarious datedJ.S. Government Accountability OfficBederal Reserve System: Opportunities
Exist to Strengthen Policies and Processes for Managing Emergenog AGsisk&ies: July 21, 2011.

Notes: Expiration date for facilities marks datéter whichno new activities were authorized. For some

facilities, existing loans remained outstanding after the expiration date. Some facilities did not begin operations
on the date announcedRecourse only inclli e s p a r t;theFedhadrécdusse far AMLE ansl TALF

only in the case of material misrepresentation
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relatively cosmmebhirafiedemmbwghamay reflect conce
those Jarkets

Figure 1.Loans Outstanding Under Broadly Based Facilities
(March 20080ctober 2014
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$0 -
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S » Q¥ Q> N Q¥

YV v v v v v
R R .

ons

mill

™

0’\
Vv

A

B TSLFm TALF m AMLF = PDCF m CPFF

Source: Federal Reservé].4.1 release, various dates.

Notes: For TSLF, lending took the form of Treasury securities. For CPFF, commercial paper was purchased. For
other facilities, lending took the form of cash. Sggpendix for details.

Special Assistanc% otoo BEigf hoo DDed the d

Section 13(3) was also invokedptovpnoville dxesbunsd
fail fiowreo ffairnga nen adn fdd mboc basis:

T I'n March 2008, t he F éd taaskseiosvteerd oJfP BMoarrg aSnt e(ahre
prevent’stlif@eil atreer Assistanastwasa npthovitded t hi
bridge 1 otame amulr ¢ thasneg o fd Baesasre tSst,e afrinnsa ntcreodu b 1 e
through a $29 billion Fed 1oan;

T I'n September 2008,s tfhaci IFuerde pbrye viemitteida 1AIlYyG pr ov
l1 ine o f$ 85r ebdiiltl ioofn . The assuvustmhce wiashrestru
the 1 oan -eavcebnyt vaa [Fleyd trpelppl d gchase up to $52.5 b
troubl ¢ d Now(e mdheer rest of the assistance shif

T I'n November 2008, tthlee FEadedyr aTr Depwsy,t adamdur an
CooperFaDDdonmo(unced a jointaambh8dOnt to guara
billion port'foftioublfedids geoup

15U.S. Government Accountability OfficEederal Reserve System: Opportunities Exist to Strengthen Policies and
Processes for Managing Emergency Assista@éed-11-696, July 21, 2011, Tatdel2, 20, 25, 27, 31,
http://www.gao.gowiew.itemsd11696.pdf

Congressional Research Service R44185 - VERSIOMO - UPDATED 6



Federal Reserve: Emergency Lending
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16 For more information, seERS Report R4215Gystem cal |y | mport ant or #fAToo, Big
by Marc Labonte

17 As described in the reports pursuant to Section 129, availahtgatwww.federalreserve.gavionetarypolicy/
bst_reports.htmin the case of Bank of America, losses were greatest at Merrill Lynch, which Bank of America was in
the process of acquiring. The Fed (and Treasury) may have been most concerned that if Bank of America was not
offered speial assistance, the merger would fall through and Merrill Lynch would experience a disorderly failure.

18 The solvency of Bear Stearns and AIG is analyzed in William Cline and Joseph Gagimmian Died, Bagehot
Lives Why Did the Fed and Treasury Let a MiajVall Street Bank Fail?Peterson Institute for International
Economics, Policy Brief no. PB 131, http://www.piie.compublicationspb/pb1321.pdf

B«JPMorgan Took as BSa he oRelddBsataberl®, 2012 hitpi//www.cnbc.comd/
49361397/

20 Chairman Ben S. Bernanke, Remarks before the Committee on Banking, Housing, and UrbanASaiSenate
September 23008 available ahttp://www.federalreserve.gawwseventséstimonybernanke20080923al.htm
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Federal Reserve: Emergency Lending

Figure 2.Loans Outstanding for Special Assistance
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Source: Federal Reservé.4.1 release, various dates.

Notes: ML | = Maiden Lane I, facility to assist the takeoveBeér Stearns; ML Il = Maiden Lane ll, facility to
assist AIG; ML Ill = Maiden Lane llI, facility to assist AIG; AIG = direct loan from Fed to AlG. Funds were never
extended under asset guarantee to Citigroup and Bank of America.

Limits on Emergency Lending

Under mnormal authority, the Fed faces statutory
accept as fKaerdolwatlomal ZIth mihhye | Fend .wi shes to extend
not meet theiseitcraterdSsedohaddd 3under

Restrictions on Emergency Lending in I

Section 13(3) was mnot in the original Federal Re
715). UntHrlank eAcDtododf 2010, the authority was Ve
requir?dd that

21 For more information on the discount window, &étes://www.frbdiscountwindow.orghPagesGeneral
Information/The-DiscountWindow.aspx

2The interpretation of the statute that follows each bul
and Exigent Circumstances: The Uhicesity ObPenngleapiaJownalofa nd t he F
Business Laywol. 13, nol, pp. 221227.
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T at least five of the sevemuswewal gowdremwirge fti n
circumé$twhmicles this phrase haist niomplpiees fic 1eg
t hfatnancial condi* ions are not mnor mal

T the Feé&di smcaoyunt ¢fdnal anparnhdergthi,p, ier corpor
assistance should take the form of a 1 oan, a
individuals or businesses,;

T the borrowemomest praddst and bills of excha
ot herwise sestfinmeddiba o0let h &ttFheadtehreasl Reserve |
l omns thabcekecdo IHyapprated ;y the Fed

T the Fed shall cchoanrsgies taem & immati dt thendttthert a oems appl i
t ohe disco®fanntd wi ndow

T “t he Federal Reserve Bank shall obtain eviden
partnership, or corporation 1is unable t ec
from other bankhagrihsesmmustubeonvidence t t
borrower does tneortn ahtaivee sppri vate al

o s 1
hat |
These restricthenfedmds abaingrtethoedioans in 2008

Not aibn ys o mé&l nc afsoersm, these transactions were Struc
they permitted the Fed eteot smoovfe tahsesseet si nosftfi ttuhtei obna
owi®’In thef cAbB@ and Bear Stearns, the Fed purchas
ability corporations that 1t creadltheids and contr
ructure alcloomwpeldy twhiet hF eSde ctttlvico m sls3e (W3 )p eabr £ chaaw sees ¢ d
rougthr dmathlwe tFheed Mai ddre Lbmaoake dveby atnldes e asset s
entually repaid when t%len atshheft s@ sweeir garnokuwopl da nodf B
America, of faer@dmamanwere in the event t hat t hey
assets, s tprrwocvtiwlmedd aaona eleoaamse basis, except

oo o *+*n —
- —h < S =

2Unusual and exigent circumstances is not defined, but is
Aut hority in Unusual and Exigent Circumdniversiy®s: The Federa
Pennsylvania Jarnal of Business Lawol. 13, no. 1, pp. 22227, citing Thomas C. Baxter, Jr., general counsel, Fed.

Reserve Bank of N.Y., “The Legal Position of the Central B

January 19, 2009, availabletdtps://www.google.corskarchg@=
thomas+c.+Baxter%2C+Jr.%2C+The+Legal+Position+of+the+Central+bankf-8& oe=utf-8.

24|f fi ve governors are not available, the decision can be made unanimously by the governors available (12 U.S.C.
248r). On at least one occasion in 2008, because of vacancies on the Federal Reserve Board action under Section 13(3)
was approved with only four gewmors voting. See Federal ReseReport Pursuant to Section 129: Bridge Loan to

The Bear Stearns Companié#tp://www.federalreserve.gawnbnetarypolicyff les/L129bearstearnsbridgeloan.pdf

Federal Open Market Committe@pnference Call of the Federal Open Market Committee on March 10, 2008
http://www.federalreservgovimonetarypolicyfiles/FOMC20080310confcall.pdf

%According to a working paper by | evitaalynerestrictisnednthet t he Fed,
form a written credit 1instrumentDavidhiHh $malt amckJames A Clouseder t o be
“The Scope of Monetary Policy Actions Authorized under the

July 19, 2004, p. 15.

26 The discount window standards referenced here state that rates shdllibex e dviewaf achomrodating
commerce anl@UBG85mess?”

2’Alexander Mehra, “Legal Authority in Unusual and Exigent
Cr i sUniwersity Of Pennsylvania Journal of Business Lawl. 13, no. 1, p. 35. This article also presents
arguments that the Fed nevertheless exceeded its legal authority for some transactions under Section 13(3).

28 The Commercial Paper Funding Facility (CPFF) was also structured as a limited liability corporation (LLC) that
purchased commercial paper and was financed by loans from the Fed. The Fed also created LLCs associated with the
Term AssetBacked Securities Loan Facili(fALF).

Congressional Research Service R44185 - VERSIOMO - UPDATED 9



Federal Reserve: Emergency Lending

payment s Thd Fedsals oecmaldye tao |AlaGo bdpi’arheyrde thayl t h e
assets, meaning there were no speciBOfic securitie
Furthermore, th'nhedaha sanidn teexrTpgocenthe dn rtchuants taasnscies:
should be temporbyyegc€&heistietkyiration date wuntil ¢
had waned.

Onstatmdwirsyi on t af§ etchtec’slheadt 8{ 30s in 2008. In 199
Deposit Insurance CoPpdar24DBnUl aipCovie®bh) Aont ¢i

provi hmeomotvlemal qui r e ment tohfa tt hceo lkliantde raanld bnea t ur i t i
eligible for dis’toutnlte fdirs aneunibte rwibmdhdkw. Accor di n
Senator Christopher Dodd, the 1 attioonnmaalkee ffourl ltyh e
secured loans to securities firms T'Secnsittaneses s
fir mss, airtg uwead, would not mnecessarily hold the sa
collateral at the discount window. By removing t
against a broader array of assets.

Changes iDoRHtdhnk Act

Conc e nn €eosash osuotmet hoef’s&¥ e i o nSSe cuthidlder® ) dfuirn smmgce it dhle

crisitshé¢edsadmeinadme nt i n Sec tFroann kl 1Aclt tohfé& etnheer aDl oldyd,
intent ipano voi ft htemePo d d waAptt ®vent t he Ftedf adirloimn g ai l
firms while pofesesvidngoonbhdabdhattdhmasaddicygcilities
address unpr-adtcetabpeomde¥RSpedcuirfiincga IBlr w,m ktshhes t Do d d

T replaaddvidual, partiwe tphahritpi,c iopra ncto ripno raantyi
program or f abcaisleidt iye’Jwigtihb iblr o a d

T required thdtoradgsiestpamrpeoskte of providing 1iqu
system, and not to aiTHt ardhediogt fimmadcnglt acc
insolivang f afiendymankruptcy, resolution, or 1inso
proceeding;

T required thats ufofaincsi ebret (sleyc)urteod p'rot ect taxpay
and that <col |l #Hteenrdaalb’lbeh aveasl suseg 8 ¢sdoman dwi t h
risk mamageme ks

T forbadprogram or facility that 1s structured
balancd sheetmgdbe an” specific company

T required %my bprogrmranmm nated in”antdimely and or

f requi fperdi otrtheappr otvarly odf tiflee SBrceas ur y.

29Board of Governors of the Federal Reserve SysRapprt Pursuant to Section 128uthorization to Provide

Residual Financing to Bank of America Corporatidanuary 15, 200%ttp://www.federalreserve.gov/

monetarypolicyfiles/129bofa.pdf

30 Federal Resery Report Pursuant to Section 12ecured Credit Facility Authorized for American International

Group, September 16, 2008itp://www.federalreserve.ganbnetaypolicy/ffiles/129aigseccreditfacility.pdf

31 Senator Christopher Dod@pngressional Record Nove mber 27, 1991, p. FDIC6AT 31 . See al:
Emergency Liquidity ProvisionsFederal Reserve Barf Cleveland Economic Reviewrhird Quarter1993

32 See, for example, thibint Explanatory Statement of the Committee of the Conferefck.th11203 H.Rept. 111
517, 111 Congress, June 29, 2010.

33 The DoddFrank Act left three requirements in the original statute largely unchagigedfinding of unusual and
exigent circumstanceg?) that interest rates be set consistent wittiute governing théiscount windowand (3 a
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nent s-=Fodnk hactDollel’sezadhohatythe pedvide as
o fail firms was no longer T ThecEsedajrysbetnad
al assistidndd rtme tdaoao ilmigg tthe sffa rmss coml dhe ¢
e wound down without c¢aus ibnegc afupsacn ooefi w ¢ di nst

cotmhen gba mcelpasd yo fpfaildieadl sf or the creation of
re gi me -b o nnkomdoed re dt hé& BbRDIh&k resesbuthan seghmaessista

would not be ne¥Ristslaer yl li-lho ft hhfeh €auBoudcdee at ed such a
call &Qlr dtehrel y Li qu i”@WH iidoreni t A uctEh dodpiptoyskee a s ons beyond
scope of, tthrisp areemtlFst amfk tAlc de IRionpidinea ttshnagtbti h ¢ t Fe d o
prevent firms from failing under Section 13(3) w
firms can underigoon aunn doeArd eTid tdli em glslo.d uBen Ber nanke,
the Fed during“Wiheh ftihmea ncerieaalt i comi soifs ,t he [orderl y
ability of the Fed to make loans to individual t
longer needed and, apPpropriately, was el iminated

The 'FeRule I mpl e menftrianngkstACdtabgadd

AsSectli3qaBa)n ben b ffluendi s ual and e xTagnddmtd miortc bmsetna mcsee
for decadest pheoemditigulveed nnoag 210 0Bv,a13 eti i o hg

t hdei s ct ®t don s o-Frdh& Rottdalso required the Fed to
impl ementingasSesddmna sl”lailsld ptrhaec tFiecda bilsesso¢e ddga pr op
son 2®Gbime pwhmmemts criticized the rule for not

qualitative ¢h¢®€inhuestumslnsand exi"gehktatctéeéreshmspemaekt)
insolvebhbpusebromd the EGeatetranl yfe stshattsi ctamebe | i e
vagueness of t hfeorr utlhee issa mien dreesaisroanb Iteha+t pr oponen
becaumsaeiimi zé&s tfhuet uFree® di scretion.

On December 18, 2015, the Fed promi’Cgmpadeca fina
withper oposed rule, the finad howl ehpr feomdiwduindr e

withe -Poddk Actqu,jreamé nt kus givesFohee¥Yamplesst ld
final rule requpenal Twhiidcahh gi,atts odaebfgprmeetmi aam t o t he 1
rate prevailing ilm mormtahfeiagsacksc,m mk ¢ a g oteosr.ybe yond t
requirements. For example, statute only prohibit
insolvency procewral ngyl evhe I staesnpyt dfkaictiidisst yigendi ng

open to at Ileast five ¢ lhiagsobbeleem rbroermdte Wotnr ®© veany r e

finding that the borrower be unable to access private credit.

34 See, for exampleChairman Ben S. BernankeéFederal Reserve Programs To StrengtBeedit MarketsAnd The

Ec onomy, ” B@ferstheiCammittge on Financial Services, U.S. House of Representatives, February,10, 2009
http://www.federalreserve.gavwseventséstimonybernanke20090210a.htm

35 For more information, see the FDIC websitgs://www.fdic.gowesauthority/

%Ben BernankKetté&Waandnthe Lender of Ilog Mayl5R20550rt, ” Brooki ng:
http://www.brookings.edilogsbenbernankgiosts201505/15-warrenvitter-proposal

S’Feder al FRderal Reserve BoaBbeks Comment orProposed Mendments to Regulation Regarding
EmergencyLendingAuthority, press releas®ecember 23, 2013ittp://www.federalreserve.gawwseventgress/
bcreg20131223a.htmFor more information, se@RS Legal Sidebar WSLG1247,e d s Emer gency Lendi ng R
Finalized A Year After Public Comment Peribg M. Maureen Murphy

8Comment letters ar e phitg/iwevdfederalreseriieegaipsfoda/ViewCanenientsiaspx? a t
doc_id=R-1476&doc_ver4.

¥ Thisdebateid i s cussed bel ow HawMudh®iscsetion Shoutdithe Eed BeiGrahteda

O“Federal Reserve, “Extensiohks 6 RededlRegistérBas59, Pegember 1Be2016,1 Res er v e
available at https://www.gpo.gddsyspkg/FR-201512-18/pdf/201530584.pdf.
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t hpgest 90 days, a healthy firm for the apsur poses

(0]

the case with JP Morgan Chase and Bear Stearns),

res olTiatbeen pl a itnhfei he W

Table 2. 0ODMRU 3URYLVLRQV

rul e i mpt e me sStescntkidhdqed )ma j o r

RI W KnhplorkeBting Dadd DRarioaa H

Changes to Section 13(3)

Section 13(3) Provision

Final Rule Implementation

Limits assistance to any
facility withbroadb ased el i gi bil it

Specifies that assistancedd or t he pur g
providing liquidity to the financial system, and not to ¢
a failing f iReqairesthadrégulatiansn |
preclude insolvent borrowers,i.eh or r owe r s
bankruptcy, resolution... or any other Federal or
State insolvencproceedingd

Requires that | oans be s
taxpayers from | os greda 0
0l endabl e valued that i
management practices. o

tn

Forbids o6a program or fe&
remove assets from thbalance sheet of a single and
speci fic company. o

Requires oprior approval
Treasury. 6

Specifies that the authority may be invoked only in
ounusual and exigent cir
program be oterminated i
fashion. 6

Specifies that rates be consistent with the statutory
requirements governing the discount rate.

Minimum offive eligible participants for a program to
meet thbasdkbdoaedimendnti | it

Specifies that liquidity may be provided only to an
identifiable market or sector of the financial system.
Provides that a program may not be used for a firm tc
avoid bankruptcy or resolutiorSpecifies tht a

program designed to aid one or more failing compani
or to assist one or more companies to avoid
bankruptcy, resolution, or insolvency will not be
considered to havbased he r
e | i g iRequites bolyowers be current on their
debtfor 90 days before borrowing. Permits the Fed tc
determine whether the applicant is insolveBixcludes
a firm from borrowing from Fed if the purpose is to
help a thirdparty firm that is insolvent. Includes
immediate repayment and enforcement actions for
firms that omake[s] a wi
regarding its solvency. ¢
no obligation to extend credit to a borrower.

Requires that the Fed assign a lendable value to
collateral at the time credit is extended.

Prohibits removing assets from one or maofiems that
meet the ruleds definiti

Specifies that no program may be established withou
the approval of the Secretary of the Treasury.

Requires that the Fed pr
unusual and exigent <circ
than 7 days after establishing a program. Requires th
initial credit terminate within one year, with extension
possible only upon a vote of five governors and
approval by the Secretary of the Treay. Requires a
review of programs every six months to assure timely
termination.

Requires the rate charge
defined as a rate that is a premium to the market rate
in normal circumstances. It must also be a rate that
oaffords liquidity in ur
and ... encourages rapment of the credit and

di scourages use of the ¢
conditions normalize. 6 F
fees, penalties,...or other consideration...to protect ar
appropriately compensate the taxpayeid
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Section 13(3) Provision Final Rule Implementation

Specifies that the borrowemu st b e O una Requires evidence of inability of participants in a

adequate credit accommodations from other banking program to obtain cedit. The evidence may be based

instieutions. o on economic conditions in a particular market or
mar kets; on the borrower
0Oto secure adequate crec
other banking institutic
participantsor ot her sources. 0

Source: CRSbased on Federal Resenggxtensions of Credit by Federal Reserve Ban&8,Federal Register
78959, December 18, 2015, availabld@ps://www.gpo.govilsyspkgFR201512-18/pdf201530584.pdf

a. Requirementis largely unchanged by the Dédldnk Act.

Oversi ght Requirements

Following t
oversight o

Firmt2®@&,tionht2F%Emefgency EconBmh e34p3tGbghizedion
the Fed to report to the congressional committee

for assistance within seven days of providing as
6 0 yd'a

Secom2dd,) liaamendment taonitlhe sHSlapien FhEtiroMHonk s ALt
P. L.221lilnal pdeodisi oGmo vtelrantmeanlt] cAwsc eaAMQPaanbdii Itist yo fOf f i
“any action taken Skyxttibem B3ad3d wnhfdearhe Federal Re
a single and specifi'Ehprotmkhrowegd GAOcougdioratodn
Maiden Lane facilitseonfaffdtikBeoapsamntdgBanknbnod An
maintained audi-damargdnmdx td btais b ibbtowcanste wagnedn c y
lending facilities.

he use of Section 13(3) in 2008, t hre
f emergency lending.

ThiSactiont hlel OBlo dodfk Act required that details on
Section 13(3) be reported to the committees of j
updaSteecst.i orne qluliOr3ed 1l ending records (iomrcelouwkirng det
and the terms of the 1oan) from t he*amd sis to be
l endingf rrdenctpurrdesg r a ms cSeatlidddBd pnderbe publicly r1el
after the facility was g eaand swehdi e h e v eSretcwt@inogne £ 1 v s &
I11Tk2 1 owed GAO to afSSdctlidamy aotri opeumdaronal inte
financial reporting, internal favotgtrahsmueftf odt i v
thipmdty toebttradid not allow GAO to—-acnGleduwdcoonan ec
11TG®quired GAO to conduct an audit of all Fed et
December 200 7*GAQA neanya cntonte ndti.s cl ose confidential

]l endionrgd sr eacre released.

For moms,e €&& aRelporFe®Radnrd179Reser ve: Oversibght and
Marc Labonte

41 These reports are availablehdtp://www.federalreserve.gawionetarypolicyst_reports.htm
42The records can be accessebtyt://www.federalreserve.gawwseventséform_transaction.htm

43 The audit is availablat U.S. Government Accountability OfficEederal Reserve System: Opportunities Exist to
Strengthen Policies and Processes for Managing Emergency Assjstak0el 1-696, Juy 21, 2011,
http://www.gaogovhew.itemsd11696.pdf
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Policy
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retrom nls .
entially provideo siiethihoanntced liit guiadiitly.t yTHhHios cr ¢
anciQ@ilvecnr itsheast. t he Fed can tonilsy madtdreguwi dpead it
solvency problems or crises resulting fr

I s sues

t he Fed MNLetmalklri sfe @asd Resort

istinguish between | ifqeufithigaéycpabbfemms
me 1nsolvent when theikrbhbeagsasate s&heiwor
e fallen in valmse)ar ilsieq biediatuy e( io.fe .t ,h ec
et webdn l-bamfgmn asnes ethcdhr A nldimas thiolritt i e s . In a
a mismatch exists, no matter how much
cafn nloitq wiod il-t prviefrl He&t¥se dsihitofirets he firm 1s s
editors are unable to distinguish bet w

ty The c¢classic ecixm mipdidemw oosfi tao rlsi qwuiitdhidtry.
sits (liabilities) and banks cannot i
and fewer 1oansowlodclomoptheak e lay pumrvieags i
nded cantsdopuamsc evowd Wll debeamotrle e xpensi ve
d as a lender ofwhaant itesdepowitlrshiwd
ank wouldal ¢ edsliledei stcoo upnlte dwgien ldiotisg ea sf ot s

Because the Fed controls the money su

rnative to the Fed acting as a lender of 1
¢t s was the approach followed in the ninetee
ated panics 71 es ulEtveedn tfuhaeltlpye nc ¢ e,wobuubtd oerfiibssehsd e
lead to significant ¢ ontlriancetsi olihnsi piens creesauls ee c o
omic contractions because financial
d liquidity.

Shblatd Access to the

Lending to Nonbank Financial

BB B "B -

of b mmlk csi aall sfoi rfmce 11 quidity

gencyAbhuhbhbdoghthba&8nks accept

ncial fir ms are vulnerable

inanci alomfed mtmasnk Tthiusmanci al
ing in a liquidity crisis.

Lender

Fir ms

pr'obl e ms ,
deposiftas,e
rity mis mattecrhm baestswedtesm mlnddn gsAhsolrahameys u lytp e s
liquidity
ements (repos)twamdprommesnt atl mpbheordtfng hbdDot
anlkar ply and suddenly odbdtmactfod, bamksi mgdl i

coul d

©“ 5 B0
o0 o0 Sss artho o » o =3

sombhbawh firms could benefit Pobdbmcymaekes sto
dgercaindte tthoem access only if there 1s some Ww
could be beaawvwud ta ifhaifli mbmesthgHd orvsed awa d
(e. g., countoerr ptahret yd crsixatphiopsf uirwen)t ,b Henosnt thaeg i o n
Bhnkyspemvide critical functions through
.¢ Naoomplaenks do not play a similar role 1in
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are important paktettoelLpamtch s d¢hmi hr@pomanar ket , t
as cfitical

Before 2008, there was some debate about whet her
important enough that there would be widespread
there was some debate about whether a nonbank cr
of credit to consumers and businesses. Over time
absolute terms and relatives ttoh sbnmabnaknsk a dlrthbee i2s0 0 8 e
damaging to the availability of credit and the b
having a lender of last resort to provide 11iquid
sys,2teanl t hpalgthredfe b € f s may Dli didfdiesentt he question
should be disparate trédamkentrecfivenkondandumdnhbha
di scount window, whereas any given nonbank recei
anudncertain access to the Fe dShionuludn unsounabla naknsd beex i
allowed to be members ©déd ¢hsuFedacadts Resertvke sdi
If so, should they be subje%t to prudential supe
Not uslels of Section 13(3) during thetecrrmmsis were
l1iqui dhiotwe TAEF 1l oans had terms of three -to five Yy
term consumer and business credhtmi(gdlyt ime rdeasdmig
as increasing their liquidity). The AI G loan 1ini
Lane facilities set up for Bear Stearns and AIG
America were all iirnntse nwdietdh ttor ohueblfpe atnhkossAee ttfsn o W h e
requires that assistancopronheedpdrpoder ofecoptriovwn d
the financial system, and "not to aid a failing f

Lending to Nonfinancial Fir ms

Anotihsesrue is whether Secusodh tld (PBr)d swihdbanm ¢ dmddictr the
firlms .2008, theStedi3dBgs ¢ ot gmrawi shabdyef i mraencciital i r ms
although nonfinancial firms wethaeelllhigt BDload dt o s el
Frank Act limits actions under Section 13(3) to
does mot limit parfifncthentd®30e, femeangeatbtyfiomas
nonfinanAl talhaoadghins a nmiigahlt failrsms ha¥tehely qdio dnaty ne

““For more information on critical functions, see Financial
Supervision and Regulation of CEederal RegiateeM5/nAprdl h1k201R2i nanci al Co
http://www.treasury.gowitiativesfsoctulemakingDocuments/
Authority%20to%20Require%20Supervision%20and%20Regulation%200f%20Certain%20Nonbank%20Financial%20
Companies.pdf

“Another question raised by the c¢crisis is whether foreign
emergency facilities. For each fagiliforeign firms were not eligible to participate, but U.S. affiliates of foreign firms

or foreign affiliates of U.S. firms were, depending on the facility. Firms with foreign parent companies were large users

of some facilities. For example, 59% of cresditended under the CPFF went to U.S. subsidiaries of foreign firms.

SourceU.S. Government Accountability Offic&ederal Reserve System: Opportunities Exist to Strengthen Policies

and Processes for Managing Emergency Assista®8€-11-696, July 21, 201, http://www.gao.goview.items/

d11696.pdf Figure 10

46 Firms enter a code of conduct agreement upon registering with the Fed as primary dealers, but the Fed does not
regulate them for safety and soundness in thethe capacity a
nature of its relationshipith primary dealers is a counterparty relationship, not aregulatoryonf.e d er al Reser ve
Bank of New York Administration of Relationships with Primary Dealelanuary 2010,
https://www.newyorkfed.orgharketspridealers_policies.html.

47 The Fed boughsome commercial paper issued by nonfinancial firms through the CPFF. Because commercial paper
has short maturities, this action can be characterized as providing liquidity rather théerhomrgedit.
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tance unidsenrt iSeicetsi oars slo3c(i3a)tsawd lgwoiatehr ntnmheen tg o v e r
ies,sponvenrpnmdao Gl Eegprbsiedge banks created i
*® o imdenmb er s of Congr e scsonhcaevren atlhsaot eSxepcrteisosne dl 3

to assist state or mawdrmeidp Slecgavar B Bt)s f o
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vterious requirements, such as that t he faci
ding liquidity to the financial system.
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Lending to Itself?

During the crisis, ithe tFadsatctuiomsr adidmanBeeflior
LLC that it created and c oSnetertoilolne dl Bi(l3® méd nd ¢ dat o
assistance take the form ed er¢esatad Fbe €ammept e]
Funding Facility (CPFF) to purchase commercial p
equival emntte rtno lao asnh ofrrtso mp ¢ thsep dotrirvewerI n t his case,
purchase commemegi alp papemibyegdsdtitability corporat
and lending the LLC funds to finance the purchas
purchased was not collateralized, however, so 1t
collatearnaalized 1o

These actions raise two policy 1ssues. First, s h
cannot lend to LLCs i ts hcorBctadttdsonand (39gntbreolmsodi Fa
Fed can ptevimdtighodityebyrPuiehadasing debt s

Fro an economic perspectivecr whekkkypetradkit gg mpuwatn ya
loanseundalgt asecurity doe®Onnptachaogk gteupdsposet
firms increasingly riediyt yonn edeedbst, saelcluorwitnige st hfeo rF el

48 Direct lending to the federal government is prtiith by Section 14 of the Federal Reserve Act.

49 The Fed is allowed to purchase a narrow range of securities under Section 14 of the Federal Reserve Act. Few

securities issued by private firms are permitted besides bank acceptances and bills of exdbjenge Bmitations.

The Fed has purchased neither in modern times. For more 1in
Scope of Monetary Policy Actions Authorized under the Fede
19, 24, Section 3.4.
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would make it a more Bitfeamigl ¢ ditied Wreadllears @0 fs d cawrti trie
(direatltyhr ough LtLoCsp riotvwticedoermt srlhdolgstt h“d 1 t ppé€™r g esl ope
probl ehred Tahles o used LLCs in the Maiden Lanes <cas
s heretr m | i quiednotve W uwto utbd e & absasl ecatnfched rshimededt kf i r m
Acmaintainsdabhti Fgdto cré¢amatpr ddCamnmydbmuhbhfadgpailhi bit
structured to remove assets from t’hite thiaghtmcle s he
difficult to draw a brpiugrhctifadsiendei ¢ w it avmcodktyh eptebpg o s & <
types of securities

WhaArthe Pot esntsEmbr §ency Assistance

Potential costs inherent in Section 13(3) lendin
broader economiccoscmsmawvpueedngzbshetlbenefits of Sect
l e ndwihnigc,h coul d thlee slirgansdtifairgeasn tori fmai nWhi hse financ
lending poses rfi stkhse tFoe dt hdei dt anxopta yaecrt,, it he econom
financial c¢risis to run i1its course fweoduelrdalal s o po
budget deficit and privately through higher wunen
The rtihtek xpafyelreemdipmwmg my defaul +bntsks The Feducaser
attach various conditions ltuadiintgs rleeqmdirn g gt ¢ hmirti
collateral in excess Ohfaitthcoutfohdsatbkentd )(isenjoap
standing, and recourse 1f col hatsepiadbaulplr ynwoeas 1 nsu
al waiymp daslel es £ ©hbnditions to Section 13(3) assis
arguably not inherently riskSeecrtlilchidin poagsamo Wwa
riskier than the discount window,oostEmwehdsngnainly
to -m@amks may also be riskier because the Fed can
prudential supervision, but, “swistthe mti hcea 1 el xyc e pmtpioor nt
financial’( PhEEs )Y uoétn onsr ucotnipraendi eass, btahnek Fheodl dhiansg nc
to supervise mnonbanklsn ftoirmessa foefs ycbrainsdidss,o utahden tFsesdy
restore finmnancial stability also reduces default
In some cases, the¢ehEedawpayabl ¢hroughotecms ot he
collateral pledges For example, the Fed require
form of an equity stake 1nl hteh’sFeadbmpanhy o prohen
taxpayeldosasgaicotuld be more limited in the futur
court foWhh& ethaiwasghanakde > Hpawle,beexcaaculiséco-Do d d

Frank Act prohibits assistancadant ovthd ichhegd ewoul & ail
need @Bequake stake to adequately protect taxpay

One broader ecovomilidd®9nteindHddvedich Financial Serv
CommiGHaier man Jeibs Hehnasts el rngks cxazaarddatoistg .mor a
Mo r al htahzea rcdo nicse pt that firms will take greater

out comes. In this case, mor al hazard occurs beca
shearetrm |l ending iftohdpgpdahendipatdiemagangile quid
that Section 13(3) should be repealed or curbed
t hat apsphwtatcihng odown t he fire diempsatregand naf ttoo wgleo:

50 For more information, se€RS Legal Sidebar WSLG1300,0 ur t F i n d@®ut TRImE&GCosstitBeaan lllegal
Exaction but Awards No Damagésy M. Maureen Murphy and David Haenter

51 Chairman Jeb Hensarling, comment letter to the Federal Reserve, docket nuidFér;, Banuary 13, 2014.
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thecHid®™®amlike lending to banks, the Fed cannot mi
super,viho wervweerp,t in the cases noted above.

Moral hezand can .bd oavedmsttatnecrkglushnbadcaloslea zar d

nonbank finbhamectklefsrmbotno |l iquidityl enanatlenye nt
were able tSeehnhiowmayldd 8bbd hmstedi de t heemvewnth 1i1iqu
though it had neverbdfeme uBRWS,f ogrr et ahtaetr pmmarrpkoeste d
reduce moral hazard problems but cannot eliminat

How Much Discretion Should the Fed Be

Limiting discretion is the common goal running t
t ot @ad SectlThen fh¥*¢3 xhat the Fed has broad discret
Fed, for or better or wfowss,d ,crteoa tacc ta sdwivfetrlsye, spelte
a diverse set of lendeprsagblaemmds tas ktllee ynud mha mpded. d
why the Fed was able to provide assistance in fo
were not always consistent with the spirit of a

One potaewnbtaicakl tdor di scretion is that asFsriasntkance m

Act did not intend, such as to preFeankaAdti rm fr
modified Section 13(3) to rule osutarlee nsdkienpgt itcoa la n
the -Poddk Act successfully ruled out the wuse of
Fed final rule further 1 1imiptrsohiithg dhiel ctrgatto oms ©
acunhi eigss oipteema stto faitvel el i gible borrowers, l endin
urrent onpadeabtd 0o wWearyst,he ending to a healthy firi

hird party from failing (as was the @aseo with J
firm so that it can avoidsbhahgupscymergenrsypla
xipdlsi,cymakers mayt debaiclmpd wtdo & aoY auisde nal g ¢t fhie s ims

roader the authority® the more feasible it beco

o ®» O

Arguably, another drawback to discretion is the
nonbank financial firms are numerous and diverse
invol vef§fsradd judgments thathaadmea enotFoaommxlaantpd le

¥
Fed set a high minimum loan size in TALF that ef
market interest rates to large investors. The de
facilitpestyovehdetlessal bho potntial for favoritdi
2Ben BernankKetté&Waandnthe Lender of Last Resort,” Brooking:

http://www.brookings.edilogsbenbernankgiosts201505/15-warrenvitter-proposal

According to the legal counsel of the NIY3 (Fesd,e iVTihsei dcCroendg rteh
Federal Reserve lending to companies, but it surely did not envision the Fed lending to an LLC, because that legal form

of organization would not be invented for another 40 years
The Case of the Federal Res er vReguktony Resporise tNthesrindhoial Rrisi¥ s peec h
conference, January 19, 2009.

54 This report takes no position on whether the Fed should bail out failing firms. Bailing out firms pdsefftra
between potential benefits to financial stability in the short run and potential costs, including moral hazard and risks to
taxpayers.

55 For details on thirgbarty vendors, see Federal Rese@ffice of the Inspector Generdlhe Federal Reserdes

Section 13(3) Lending Facilities to Support Overall Market Liqujdityvember 2010p. 25
http://oig.federalreserve.gaeportsFRS_Lending_Faciiies_Report_finall1-23-10 web.pdf The New Yor k Fed’ s
contracts with thireparty vendors are postedtdtp://www.newyorkfed.orgboutthefed/endor_information.html
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Another consideration for th& damglreepee nadfe ndies of rr ecotmi
Congress and the Administration. The Fed argues
for the credehebstygfantdsembaetavy policy. At the
independence complicates accounbpabwhhtt degoe€ongr
l i midtiisncgr et i on on Section 13(3) affecbtesc apuesrecept i ¢
13(3)d isso ursaer e-Fy a nBh é&kceljjoudidr e ment t hat assistance
preapproved by the Tr e dss uirnyd eSpeecnrdeetnacrey frreodmu ctehse tAh
although the Treasury Secactnoys sSpbonowaddad({ B)of
200 8.
Fed governorbdlrowmes Ptolwetl It he Consgrewrsr sthtoul d ma
discretion under Section 13(3) becausece

One of the lessons of the crisis is that the financial system evolves so quickly that it is

difficult to predict where threats will emerge and what actions may be needed in the future

to respond. Because we cannot anticipate what may be needed in the future, the Congress

should preserve the ability of the Fed to respond flexibly and nimbly to future emesgenc

Further restricting or eliminating the Pee&mergency lending authority will not prevent

future crises, but it will hinder the Fedability to limit the harm from those crises for

families and businessés.
Alternatively, s ocnmen airngcuree at shea tu ndciesrctraeitnitoyn, t her e
risk. For example, some argue that the failure o
instability because market participants believed
Bear Stepannskeddwhen it did not

The Haddk Act rsddcsdreheobhednder Section 13(3),
implementing those ¢Wovgemnoise PoweddFirea nkad d her .

efosmsuck a readamath Ivdoeub @al ann s ¢ a k e ntpoosgeo further
dditi ona’lo nr eSsetcrtiiBgtni robndls@ 2 ¥sn gd itshcer eFteido n , Chair Jan
t at edd Rt. hw3dlu&le9d s e nrteipaelally t he Fedemal nRageabelity
ri”557B}s.coﬂ3haa'1$‘man Hens atDoidkdg am&kl tevesd bhat failed
he’sFednergency 1"™nding authority.

gress could curb discretSeatbynalddfdhp moprbyre
gressiom@mdchppro voah t akeThh eu nldactrt,eSra eppricompadoishaRl( 3 )
t h e c d wpltodt ic Inat fifaeltliyme h e ne s s oafn d hcardeBddidbriilnigt ya
iBxiasmp |l eist iodn ald dioensgtrreisasttdecomBle ¢ tii manl u Be 3 )
trictionel pgiwhe for assistanaeccaepd atbHe t er ms
lathealaoe that thbeBPhddnghaesge coudids od soeddd
unt aosfs itsoaasamslci et tolmrmme “bGorrarnotwienrg. t he Fed discret
ues 1is in part a judgment by Congress about w

o o0 N TO v =

maooﬁ:soo

%Governe J er ome H. Powell, “CAudit the Fed”’ and Ot her Proposa
Columbus School of Law, Washington, DC, February 9, 26tf;//www.federalreserve.goréwseventspeech/
powell20150209a.htm

57 Chair Janet Yelleni,etter to Honorable Paul Ryan and Honorable Nancy Pglsivember 16, 2015,
http://www.federalreserve.gdalaffiles/ryan-pelostletterr20151116.pdf.

%Chairman Jeb Hensarling, *“Re WaliSttegtJaumalNoverfberr19, 2015, ng Feder al
http://www.wsj.coméarticlesreining-in-a-sprawlingfederatreservel447978230&1g=y.

591n an earlier provision of the Doeerank Act that was nenacted, total assistance under Section 13(3) would have
been limited to $4 trillion.
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policy ¢ onsei defrfackcotwol nvsexlazmp 1 ¢ , favoritism concerns
exacerbated or mitigated if Congress were more i

What Rate Should the Fed Charge?

determining what rate the lender of last reso
most universally poin+t+l dmd tthree eamlax i ang @ifn Wa l g e o d
a Peamsl ¢ wys us ®avk ped opvamalsat ¢ hehould be. A pe
t h
(

—

b
e (i.e., a rat at 1ie® hbhoghtkyrmdashiami 2zhse mhe ke
the central ba lignditskbwurtalge st d emaeans) famwmdn
tral bank instead of the private market when
dle arsdostohrdtr)e by merdalc imagzard tpvywobhl emeal Thdoe mak
rate as high as possible. Alternatively, fin
se to mark rates as possiblel sHtiagbhielri trya tbhey
c ourhaeg ¢ ngf ed Mmawntrenes, t Whishigma associat
m the Fed .e ., if lending is made unattract
taken 1 gni pfedespteanatmiomht WwWaakdamrert hd h
reby u ning the goal of restoring stabil
case istance to AMIp(P edyudriidnhge ttheer nesr iosfi st
tial F n were more favorable to the taxp
ch wer at e dloyv errelmy Ighottodqud mdse & ofmpmr ofmé s ¢t hat
mp’anyi a

©C »w o oB B
¢
-

~

B P00 =50 0 0 0 =3
o how

=~ o o T s B I R

=0 0
cTo O O B ®
o — e e
T o v B
%OQ}VJ""U)"‘"'H

r
il
There i1is also a questiomloefdl hwouw ian gmaar kcerti sriast.e Geh
features otfhat cmarsket sarbee come tirlalnisqaucitdi 9g(nsso ttoh eorbes |

anrdat es b ealoknsee hfiegehtt hd esar gue cfroirs iwss immag ka tprreat e a
baseCrintti cs incorrectly acmaslkdt thaet Fe®dwrfi cthatrlg

(@)
o]

The seeming contradiction between the 1low rates

fact that these rates were a markup above market
rates referenced by the FedolwiAaye.t hicr ¢ chtmle ¥ eidmfel u e
was making these loans, it was 1in the process of
The pos sai Hiilmiittyrde dgirpoiuepn boefl-mavec k ¢ v i b @ rwaoswi ng r ates
arguably greatiem twthhne tdhier etcwo rceacsiepsi ent s of the I
recipients of ThhkMLmhamedesboanante.banks to finan
commercial paper to r eplaipeevre hintiAkkeFts. ma de t hean ® mmer
investme¢wot phiuecdhase ABS -steoc urrei vtii vzeB otr hoen wperais vkastoeu 1 d

onthoopartocipate in these programs 1f they coul
risk, the profits they would earn fTdomxthedptheh
interest TDon ehed cleoabmsn.ks and investors, rTespecti:
the Fed made the terms of the. phoghaanmss rednd ived
recourse), potentinal iymcredwdinmgg tthlee Wa irsgklf gedxsp oas u r ¢
against ,t htehsies caorsrtasnhgacdnebnetn enfaiyt shiaevie ke aFod di ng t
t opick Womneewvwel op t he afcicnmarnactieally epxrpiecret icscemptloe x s

60 Walter Bagehot,.ombard Street: A Description of the Money Martkéfe w Yor k: Charles Scribner’s

61 The reliability of market benchmarks is another iséisome cases, the rate charged by the Fed was tied to LIBOR,
and several banks have settled legal cases related to the manipulation of LIBOR during the financial crisis.
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Sectigndbsd&e¢é3not address whether a penalty rate s
impl ementi-higatlbeAdtwddi cations requires the Fed t
defined as a premium to the market rate prevail:i
Shouldr BWwédent i Ke pBonBfei dential?

Many Member sc onftteimadh gt asxpayers have a right to kn
lending and on what terms because tdkpalbeds are
has argued t hbalti ca ltloo wkinnogw tvhhei cphu f i r ms are access
undermine investor confidence 1in the i1institution
recipients are weak or unsound. A loss of invest
destabudsi zdm gt Y'e depdsittug,i ohebt, or equity. I f i
would occur, the Fed argues, the institutions WwWo
programs. A delayed release of 1 nsfeorcnwantcieornn smi t i g
Some critics would view less Fed lending as a po
lender of last resort role helps prevent financi
syesmi i s acceptegnebsyheimsatn tuwn wiolnlsi t o access Fed f
lessOsafetudy ar suadsctiBatont too Kddcourage banks t
window f-1t8tHhl 1029 a time when identities were kep
panic rienatt hRe®pGr e s s i on .

Whet her investors are less willing to borrow as
apparent uwntiislAsthi s tmaxtcal ex'smptgumappowouhdg bahe
experience wWith thke CReponatiwat (RFCHinand¢ he Gr e a
the RFC publicized to which banks 1t had given |1
deposi PArmaomueasr e cednits ced oasmprlee of FARPviwWrd md xiepli e
evidence. Atsfwes¢t, wilidARPyfdndbursed, and recipie
banks. At that point, there was no perceived sti
banks repaid TARP shares at the first opportunit
exprdescsoencern that if they did not repay soon, i
The granularity of information to be disclosed i
programs and activities that doesdwmnottorkgumare th
useful for broad policy purposes, while current
programs is of interest to investors. The Fed vo
released the 1 att eirs Iwahteino v oammpd 111 aewds utiot sb.y Hoeerg ove
former would suffice for answering most question
or |l osses, potential subsidies, economic effects
Theekratwobuld be necessary for transparency ar oun d
receiving preferentia’Alttrhecautgnhe nptr eovveenrt isnigmiflaavro rfii
policy goal, releasin‘gatmke andtlear nitme emo od dwa g toiwe
especoakl pathfagveshese programs were helpful for
maintaining financial stability. Naming and s han
programs 1 montek ¥ et€huatsuerteh. e nldfi ng pr ogmeapmsa laireg not h
2Gary Gorton and Andrew Metrick, “JounalofEcorbmic Reispe®iges er ve and
vol. 27, no. 4, Fall 2013, p. 53.

63 ames Butkiewicz, “The Reconstruction Finance Corporation.

Southern Economic Journalol. 66, no. 2, October 1999, p. 271.

64 Another
other outsi

optonbr addressing these types of questions would be to
de group to investigate confidential material without releasing it to the public.
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Sectiowmould3ed 3mor e tchfafne awtnidea mi ning their effective
recipients.

As di s cushee dDlardadnvke ,Actt compr omi sed bet ween stabil
by reqauriragmeesht ities to be publicly released wit
have expressed an interest in revisiting this 1is

Seledtegdsliant itditfCoh4 es s

H. R. 3189

ThEed Oversight Refor@. Rnd3M&B8emwmunidezattidon oAdte 1 ep
House Financial Servicesmnm @ONommimbteae 1dIn RuWOIly ,29,t 2
t h HSoeucstei.on lalp @esfd mehned sbiJeltoi bnmisBl§ 8 ke eFedn t o

e me r g ewnocuyl dllodaindtfy.n elotu al and exigent circums:t :
to the financiatwWourkduilihe ya Dfi thaet Une tedt
s s t haonf nFiendee rparle’srnedsaedttdesdteiboenmk s e nt requirem
firmative votwoudid tffhoev dbFiedd df rgoonv earcncoerpst. i nlg a
ecuritieswoiuslsdu erde gbuyf ¢ad B or icweagreh alwtrutl e e ¢
mine sufficiency of collateral; acceptahb
plied to deter mi ne t hwo wdublftfaiicni einncdye poefn dceor
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s forwwval di ntphanodhhmairtenrtall adguage per mit
the solvency o’fcear tbiofrirwoawtelird nsamsaxeddi foyn t h
borrower may beBedndgidbdd adamy atshdms tfamde
at oerdiwittilbpnj wrvier the borrower must certify
adsmi imsdd pucceidoms nantly engaggaendd ipmrddhaudei :
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or ¢ dwoeunltdi trilkegsu.FF eldt t o ue a rule establish-
ency loans based on the sum of the average
ve banks ovaday tprenrdinatdhte raevceeaemtge9 b f t he dif f ¢
ssed corporate bond index (as defined by a
he mbasyt perciecamd. 90

1320

Bailout SPre)viem@ulodn aAmen d Sect 7sond ils3c(r3e)t itoon ltio
emer gletn ceyl il miamast.es the current language per
ncy of a borrosweaetais fsipccasthifddecabbdborowwer ma
e eligible for assistance unless the Fed an
the borrower certify that the borrower 1s n
he ceritdanf.i chlte ome rdteicfiiscat i on MTwslte veenmtbased o
nanc’f ok dshtearme ment h§omnd determine that the fa
sets exceeds t he dfjauisrt i magl ufeo ro ft elmipadbr idloiytbimeass k e t
e Fed from lending to a bridgFer acnokmplacnty slett dwepf
obaads e d e 1 imgpirbiislel tayt tloe adsdts fsievtes ctohmep amiineismum 1 nt
to be at |l easte ftihwe yperlode mtna ge Tpeiatuy ya b @ w 1
tion I't pr ovitdoe sc rtehaect eFheadt pwidiotghs aanisotth onmreietty t h e
nitibaseod bdhiogidbility, opr oamind emdt m tl emadti infgi ersa t
inyshréée dajoint resolution authorizing the
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30 days of receipt of tBetcttnonideofthhepbdDpkt amst
emergency lending.

H. R. 2625

Bailout HPrR.vieot2d55adea nAdcSection 13 (d)stoelimnt
make e melrtgeealciymil maatness. t he current language pe
vency eorf baa sbeodr roolsw tclea th drircastehran andogspoovieffi eana
b eligible for assistance unless the Fed an
rrower certify that thebbocroxwgkanat n
ification decision. Theetevanfication
he momdantrlesc emmrtd fdbatrer mine t h’at the fa
eds t hea dfjanisrt i wmagl ufeo ro ft elmipaobrialriyt imeasr k e t
m lending to a bridgFer acnokmplacnty slett dwp |
sed el ingprbiislei tayt tloe adsdts fsievtes ctohmep amiineismum 1 n't
be at least five percentage points above
omrovides the Fed with authorifsy to create
ti-basod dlriogidbilitypoovmdeidmum heoendifngsr £to
tIhfr eae jdoaiynst. res ol ution authorizing the pr
of receipt of thatwootdceedube phegdahmay
ed GAQd irnegp orretcso radnsd pleer t aining to Section
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Appendix.Det ails on the Actions T
Section 13(3) in 2008

Term Securities Lending Facility

Shortl Bebef Stuefafrersed i1it,shti faddctygatctedsihe Ter m
Lending Faon |Malrj@ H 0FSL I x peaxni dsstaidmsgr i it i g spidegrdam f or
pri mar y®Pdreiamaerrys .deal er s arteh ef’siFnecadncni tfedoorpfe mtmise st h a t
mar ket qpdmaimuwlenst ment banks that e rle nidnienlgi gi bl
facilitiest ftohre beanmndk soof 200 7, thenel wdir ¥ 2Bepri thne

The proximate caussiocf wBesarn tS$t dmrdesr ldietbyt ,t @ ndo 1 1
the Fed created the TSLF and the Primary Dealer
alternativet somrilcieqwifdisthoyrffor primary dealers.
Primary dealers were already allowetd basberrow s
before the crisis. The TSLF extended the length
signaled that the Fed walkndweirl Itihneg TtSoL Fl eantd iotns ap el
primary deal aps too$RdObbobiyt swemrof,aBsecodpws28 doy:
over Pt gmar yndecdcleasrss t o Treasury securities becau.
agreemen,t swhkrehpoas )i mport4 et ms ¢ uFn agemetaeth ghswis o 1t th e
decline in primary dealer repeasnoudsesudtladdbag 1in 2
collatersadme hodf Voph owatmpl t bagked {MBSYwiitthies

an AAA/ Aaa 1 atingMBSa gaegnecnyc yc ocnonlelractiearla,] izmed mort g
all ingeatdmedeb®n slewlhiy i3 d,es2008, the Fed created
Program within the TSLF t-hagetbdbt wodspt omboyr daeva
securmMiot isescs.urities were borrowed through the TSLI
expired FebhhearFxpkr 20 d1 06ed no |l osses and earned
over the life of the program.

65 For more information, see New York Fed documents collectighei SLF posted dtttp://www.newyorkfed.org/
marketstslf.html.

6 The official list of current primary dealers is postedtsp://www.newyorkfed.orgharketspridealers_current.htmi
Lists of past primary dealers are availablatgt://www.newyorkfed.orgharketsDealer_Lists_1960_to_2014sx
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Figure A -1. Primary Dealer Repos Outstanding
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Source: New York Fed, Primary Dealer Statistics
Note: Includes overnight, continuing, and term agreement repos.

Primary Dealer Credit Facility

Shortly aftkrqtBye dcrr iSstiesa,r ntshe Fed created the Pri
( PDGWF) March 16, Qam 8be Tthreamw®PHEtHoarfs daiss count windo
pri mar y*Ldoeaanlse rwse.r ¢ rsa ddei sacto utnhte rFaetde, whi ch was se
the federal funds rate during t he wirtihs irse.c oluorasnes,

antdhey fwddeg collateralized, 11imréaltngiincklsude & i s ki
Treasgiaversnment ;iangveersctynednetb tg r a d eb accokrepdd, n zatsesde,tmor t g
andunicipalandeacumnithi e€d as sPelsCdxfphiagui toine sFebThary I
Borrowing from thwifhcabverggwasdasperdbdrcpopwing ou
bildmomhe firanfdatlhlrieneg ntoon tzhesr o in August 2008. M
was done bnys ,Bebaerf oSrtee aiMosr gnmenr vg@elira svpilBohr eJoPwi n g
picked iunp Saegpatienmber 2008 and peakeNoaltoddd8wbr ¢l
out st afntdirn gMaay 2 0d¥9p e Tthen DA Fn oi nltoesrseesoth Hinndc oemaer n e ¢
billion over the life of the program.

Commercial Paper FundiBagkétdcCodmmgr anadl
Paper Money Market Mutual Fund Liquidi

To meet liquidity needs, many large ftHemm routin
debt purchased directly by investors trhaty matur e
of 30 days The three br oad acfeitneagnocriiaels foifr meso,mme r

87 For more information, see New York Fed documents collection on the PDCF padstigd/atww.newyorkfed.org/
marketspdcf.htmt Tobias AdrianetalThe Feder al Re s e r vdéaFaslityPCurrem &ssugsinDe al er Cr
Economics and Finance, vol. 15, no. 4, August 2668;//www.newyorkfed.orgésearctdurrent_issuesi15-4.pdf
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nfinancialt hfrioungsh eamtdiotmaeesp etpheatt biascskueed by asset
rcial paper 1ssued dir eccotlllydtbeymntathiseas ms t ends
irms are viewed as large and creditworthy, and

-0 o
=
8
o

vidual investohsghlygommgodi phrphpsershodugh
et mu(tMMMFasfjdnde ney mar ket earcclo,nMMMO O,n aSept e
ed t he “DReooskeer Wdnelhwbmudt § , t hat the wvalue of 1its s
value of $1. This occurrtdrmedebteipnfutdsbygs
her s, which fpltedibfor 1BagnRO0OOEBt c Mome ySenar ket
eived breaking the buck to kenlkirghhhyewmnl i kel
s as investors simultaneously at ttehnepitred t o w
st+ane aamms ffrumds without ®Thpod

0

tanding after SepigmBer A2

ecd¢ ime Leahmommer ci
08 1s 11llustrated
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Figure A -2. Commercial Paper Outstanding
(2000:Q12015:Q1 ,quarterly)
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Source: Federal Reserve, Z.1 release.

aring that disruption in the commercial paper
rkets moreanmavanepgdt ba Betghtactmbietr wlo%,[-d2 Gcr&,at e |
cked Commercial Paper Money Market Mutual Fund
made nonrecourse | oanbacke d acndimmAtsroc tipgaelr ocphoeapsmeer 1. ac si sa ¢l
petrurmad, t he |Beacnasu swee rteh er elpoaainds. were mnonrecour s
rther liability to repay any losses on the con
in early @dteo WMido2an0s8 ,of $152 MBawtl hen AMLEs t andin,

would soon be superseded in importance by the cr
Faci(lCiPtFFand lending fel Thto AdMbForiandOecd oberl @D
earned income of $0. 5 biThei ofna coivleirt yt heex pliirfeed oofn t
2010.

8Figure cited in Fed Chairman Ben Bernanke, “Financial Ref.

Foreign Relations, March 10, 2008fp://www.federalresrve.govhewseventspeechiernanke20090310a.htm
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On October 7, 2008, t he CERMKFpaunrncohuanscee da 141h et ycpreesa toi:
month, highly rated U.S. c omme r ¢ i°3Tlh ep aCpPeFrF, secur
charged anegqilbnatthoe etndhnrtele t @ ver nirgahitleuisn dle xp esrwaepnt a g e
point for secured corpor ate debt, 2 percentage p
percentagasspotc ked paper.bilthea sCPic v omdmdmer ci al p
any dndilvissuer as that 1ssuer phbadhduatwads abhdrng i
by the CPFF would ultimately be borne by the Fed
$351 DbDillion of commercial paperThaenfladol dingexip
February 1, 2010 It earned 1 nc oamed osfu f$f6e.rle d inlol i
l os.ses
In the <cas of the AMLEF, t he b anpbkust wrearteh enro tweirnet e
intermediary through which assisAaancedifhgwed to
GAO, 92% of credit extended under AMLF was <c¢chann
(JPMorgan Chase and State Setsrte eptr)o vtihdaetr sweorfe faumodn
administration and a®EhanCPERrvdmewe d otrh dMMMFIse o
intermediary and provicdendneF e« diasdss{fpearpsteance direct |l
October 21, 2008, t he Fe dMaarrkneat u nl cnevde stt hoer cFruenadt:

cility (MMIFF) and pledged to lend it up to $5
is@tstpeacial purSPolYyshavehnoksg @¢n commercial pap
ted financial 1 nds thiatvet iberesn. obvaneld DSPBV awguloup o
uld only purchase commercial paper 1ssued by t
rchase commercial paper from money mar ket mutu
demption raevpueds rsulntsasheéeéhp run on thv@sReserve F
vaecrc e,s saendd t he f @Ocacitloibtey . 80pi 2d0d 90 n

BHo o s o™

Ter m ABasceked Securities Loan Facility

OnNo v e n2b52,0 0 8 , the Fed cBaaxztked tSke uTdrntmAbRAs sLeotan Fa
in response to probbemkeidnseth#Amaadkéif ABS)asketF
“new issuance of ABS declined precipitously in S
same time, 1nter ersatt erda tter Snprleceasdsad fotmdABAIAAvel s wel l
range of historical experienc®TheefitetinaginnABS

69 For more information, see New York Fed documents collection on the CPFF pdstigd/miww.newyorkfed.org/

marketsepff.ntml; Tobias Adrim e t Thael . Ee deral Reser ve’ s Co,mimeFecd ecarla I[P aReesre rFwen
Bank of New York Economic Policy Revieviviay 2011, p. 25http://www.newyorkfed.orgésearcteprilvli7nl/

1105adri.pdf

70U.S. Government Accountability Offig&AQ), Federal Reserve System: Opportunities Exist to Strengthen Policies
and Processes for Managing Emergency AssistaB&®-11-696, Juy 21, 2011 Table 12 http://www.gao.gov/
new.itemsd11696.pdf

> To comply with statute, the CPFF was set up apecial purpose vehicle (SP\Ontrolled by the Fed th&orroned
from the Fed tdinanceits commercial pagr purchases.

72 For more information, see New York Fed documents collection on TALF postéip:atvww.newyorkfed.org/

marketstalf.html andhttp://www.newyorkfed.orgesearctépr/l2v18n31210ashc.pdfSumit Agarwal, Jacqueline

Barrett, Crystal Cun, a n db aMakreida csreicsutriintai eDse mNaarrkdeit,s ,“ Tthhee acsrsi
Reserve Bank of ChicagEconomic Perspective4dQ/2010,p. 101,https://www.chicagofed.org/mediapublications/
economieperspective@0104qtr2010partl-agarwalbarrettcun-denardipdf.pdf

73 Federal ReservéFederal Reserv&nnounces th€reation of the Term Ass@&acked Securities Loan Facility
(TALF), presselease, November 25, 2008.
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t if lenders

issuance i1iFiguBdbhArBe¢eddfearecd a
d be extended

t h
types of loans, less credit woul

Figure A -3.Asset-Backed Securities Issuance
(20002015, annualy)
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Source: Securities Industry and Financial Markets Associatiata accessed attp://www.sifma.org/
uploadedFileRlesearclBtatisticsbtatisticsFileSFUSABSSIFMA . xIs2=55152

Note : Does not include mortgagbacked securities.

co
t o

Rather than purchase ABSundsaelcddrnys thepihiedamadien

to purchase 71 ovd d thiteil gh a@ ssts ucerde AIBtS rating, wusing
mi ni mum oan siEki gabl §10omekdwd e pabrincekbuedddck
l oans, S
Ppearweforr

assets (and up to

p

Int e r OfafneRaec & ( LI BOR)
underlying collateral

t he federa unds rate

I £f t hhea dABISolduteccause the loambe weoshambabocwchdr s e,

t h
e d

1
tudent l oans, s mal 1l business 1loans, and
inclluadg’y o mme MBBTahle | oansehmdof wup to three years
a five spmedt when obhea
matured orlwaereetdrates were setsabdbfatmer kopdoy
or 1 f

, d

by the Fed and the Treasury (+damowmghs TARPffeanste

madle]ALF riskier for taxpayers than typical Fed

I «

mar katue of the coll ah & vomnldbo sssoe st heann KEtedhde W aowmlnd sn o t
excedlde val“ha i d(fduitfhfiesr ent ABS retaiwndddifbdarent
Treasury initially set asiadbo$@6&sbillion of TARP

ki
lion program envisioned by the Fed or the
t

, this was because the 1ssuancel odt ad stehes

- oo o
5 0 & =0

740n July 20, 2010, Treasury reduced its loss exposure to $4.3 billion, maintaining the 10% maximum loss exposure in
light of the actual loans outstanding when the program ended.
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share of wABSs ecids sauscdc ol |l atEhwd, fioxs TALdre lamag@hbt ha
lower without t)he presence of TALF.

Unlike most other Fed lending facilities, the an
throughh@OOdcoppe¢d makangthewehdaaf ulsumeg 2010 f o
newly ciosnsnueeMB s asl cohhdt enaMar c hus2ionighef dhhehb ot ns
last TALF 1oan was rAlplaiTdALoFn 1Qocatnosb,eww 12¢9h,r e2plali4d. 1
int ®Oeset the life of the program, TALF made prof
bihlfoer the Treasury.

Bear Stearns

Unable to 71 elelr mo vdeerb ti tass sah orets ul t o f -rienlvaetsetdor ¢ o
l osses, the i1investment biamk2 B&&ar iStgatrhat fRead D
“t oo bi”’gnudodp Psayeslt €®mihe Fiesdk st epped Onn Maor, cbhr olkde r a
200te Fed pSrlo2v.i9d kbdiildlgiecon oan on a mnonrecoourse bas

provide Bear Stwhaimwrhs wietph i ldiOgvu iMhirtcyht ¢ 6 ¢ s § PMor gar
Chase agreed to acquire Bear Sgeeced$28A82pdrt of
billion to Maiden Lane 1, a Delaware limited 11 a
pur chase f i naatn cmaarlkfresdemcviBirdiarei eSst e arns . These secur |
mortgegated assets that were too illiquid for JF
Maiden, Lnot IP Moa gtaayt €érpnbteedr ¢ s p r aumsciinpga It he funds
freothe salaseftsh JP Morgan Chase took a first 1
of $1. IrSe badaaddiimmt,erest rate of 4.5% above the di
compared with an interest ratesolfodAmy%haadblotte onmld
l osse would be bormne by the Fed, and any profit
Profits or losses for the Fed and JP Morgan Chas
those assets rose ar deabgnededftbhemMaiden La
By November 2012, proceeds from the sale or matu
to fully repay rincipal and accrued interest to
of December 30, 201lassdathse Wwalldieby fMaieddan nhi mmge 1
Once those remaining assets are sold or have mat
that would be greater or less than $1.7 billion
t hoseet sasssubsequently rises or falls.

American International Group

In Sept e mbceirn g2 01008,s efs on various operations, AIG
its stock price and downgr ad®Tsh efsreo md ot vhneg rnmadj eosr lcer

5 Federal Reservéinal Report Pursuant to Séeh 129(b) November 21, 201ttp://www.federalreserve.gov/
monetarypolicyfiles/129periodicupdate20141121.pdf

6 For more information, seERS Report R480,Sy st emi cal ly I mportant or fAToo Big to
by Marc Labonte

7" Federal ReservBank of New YorkMaiden Lane Transactionhttp://www.newyorkfed.orgharkets/
maidenlane.html

For details on the Fe dActionsRekatedta Adattp:bwww.sewyorkfétdong/ Yor k Fe d,
aboutthefediigindex.html For more information on tHederal assistance to AlG, SERS Report R42953,
Government Assistance for AIG: Summary and @nsBaird Webel
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imediate demands for significant amounts of coll
in collateral payments, acélAsdfinganoi cbndempondar
company mounted, bankruptcyeadpmwéeédtheded mpas Bir i lhi
September 15, 2008. Many feared that AI G was too
di sruption to financial markets resulting from s
On September 16, 2008 (prior mnoedhtthaexxist ewazse tod
action to support Al Gy e anr tlhien ef ooofm corfe dai ts ewiutrhe da t
billiaomntaemrde fat 8r &t percent & hemomdihn tLsl BaODlRadad i t h ® n ,
the government rehaisevedpwadnor 9t 9% @ofputhe equity
2008, the Fed announced that it would lend AI G u
securities held by® its insurance subsidiaries.
In early November 2008 ( folalnocwianlg stuhpep ocrrte aftoiro nAlo
restructured. The restructured financial support
to up to $60 billion, wi t hh et hien tteerrens tl ernagtteh erneeddu ct
percentagée2popentysdfasbii 11 i on in preferred shares
the $37.8 Dbillion loan wintdhdhaypeds obyy 52hS bdd I[tilomo
LLL known as Maiden Lane II and Maiden Lane T1I1TI.
governme At G remained essentially unchanged after
In March 2009, the assistance was restructured f
loan through a swap of debt formegalyy$26 biwbl Adb
reducing the maximum to $35 billion and (2) c¢comn
of up to $29.8 Dbill isondiisnc rperteifoenr,r eadn ds htahree sc oantv eArl
shares into shares wt¥Th eo pMaiiodieanl Idainvei dleIn@s pcaoynntein
operating under the previous ter ms, with the act
billion at their peak.

In September 2010, AI G and the government announ
goversmassesd.stBEmis restructuring closed on Januar
to simplify’'sthiemtgowvsttnmantAl G gaonvde rpnrdoevriedsst oa pat h
stake in AI G. The essence o0 ihesoplbemenoal wWedhfdafl
through loan repaymbntqand ytinatsffestsef ttohdrkEad ur
the govser$ndnPe.nlt billion in emmenisnlga peecoseuffledwih e dh s ha
be sold to the public over ti me. The specific st
including the initial public offering of a large
subsidiaries, aapmpd otxhhemauseel yo f§ 2wWp btid 1 i on in TARP f
interests from the Fed to the Treasury.

Al'l of the Fed Jaonadn st hhea vaes sbeetesn hreelpda iidn t he Mai de
sol d. Maiden Lanes II and Iblelr wle2r,e 2f@#&r4mme d hye tFeerdn
®Se, for example, “U.S. to Take Over AIG in $85 Billion Ba

Wall Street JournalSeptember 17, 2008, pp. Ab.

%I n October 2008, AI G al s o a n broadlyavalabl€ontmacial Paper Fungdidg a ppl i ed t
Facilty(CPFF)and was approved to borrow up toAtfts2peakgseibhi 11 i on at th
January 2009, AIG had commercial paper worth $16.1 billion outstanding from the CPFF. AIG continued to access the

facility until it expired in February 2010. Over the life of the facility, AIG paid $0.4 billion in interest to the CPFF.

Al G>s use of the CPFF is included in the CPFF totals, not

81 AIG issued$1.6 billion of additional preferreshares to the government in recognition of accrued, unpaid dividends
on the infial $40 billion in assistance.
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nt er$& sb2i 1dfi on on the loan to Al Glandd#9?:t5omilk bi d
ncome received by the Fed, Treasury received an

hat the Fededor(iagnidn aslulbys ergqeuceenitvl y transferred to
he’sFddan to AI G.

- e e e

Citigroup

On November, 23, 200®8&,dectrlmel TDreepaossuirty ,IF d¥Fdpwdr,a nacned C o 1
announced a joint inter ventreomeSli2ne dbiitlil g romu pi,n Whil
Capital PurchafThPsogxampfiuotidgthpgpattel viinndwmai alo
staBedbnsysted of an additionshafed bhtough phech
Targeted Investment Program and a government gua
assets (reduced to $301 billion when the guarant
the TARP Asset GuFeDlaCha wRke®IP.r o gr a m,

In December 2009, Citigroup and Treasury reached
While the asset guarantee was 1n place, no | osse
ouThe ’sFesdh artee ronfi ntahtei am sfede gfiar amht e was $50 mill

Bank of America

On January 16, 20009, the Treasury, Fed, and FDI C
America, whi cthe ha%idvip dbeivliloiuosnl yi n TARP Capital Pur
Bank of’slAmeweircea | ar gest atiwhs riin 1t ey ngrthg ¢ ewshsi cchf
over. The Fed and Treasury may have been most co
offered special assistance, the merger would fal
di sorder“lA} fairlturmnd. its commmamket "Thabuppoyt fir
exceptional assistance included the purchase of
preferred shares through the jTARPt Tgugetetded noes
of up to $clelr8t abiinl 1H aoank soeff s Afnéasceqegunai lryed t hrough it s
with Merrill Lynch). The announced guarantee was
mortgegated Sgsmcefichamldhsetts. Bank ofupmetoica wo
the first $10 bill iho ns uobfs elqousesnets loons stehse sapslsiett s9,0 %:
and 1B&nk oof America. Within the govarthemment, the

TARRs set Guarantcde KFDdgrramnd the Fed.

Alt hohghasset guarantee was announced in January
signed. On September 21, 2009, Bank of America a

82yU. S. Treasury, “Joint Statement by Treasur287,Federal Rese"
November 23, 2008.

8Forinformatb n on Ci t i gr o u pCRS R&petRR142Thoubted Asset ReliefProgram (TARP):
Implementation and Statulsy Baird Webel

84U. S. T rTeeasury Rriges Sale of Citigroup Subordinated bléde Proceeds of $894 Million, Providing an
Additional Profit for Taxpayers on TARP Citigroup Investrpefi p r e sFebruary 5, 2043 e ,
http://www.treasury.goyptres-centerpressreleases?agesf1841.aspxU.S. Treasury;Taxpayers Receive $10.5
Billion In Proceeds Today From Final Sale Of Treasury Department Citigroup Commor’tads release,

December 10, 201Gitp://www.financialstability.govatestpr_12102010.htmil Fe der al Reserve, “Suppor t
Institut i orhidp/Mwwdederalrdserve.gawnbnetarypolicybst _supportspecific.htm
85U. S. Treasury, “Treasury, Feder al Reserve, and the FDIC P

hp1356, January 16, 2009.
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t er mi natoifedwhfieahe Fed 1 etcheaitv eadl 1$05we dmoimt] tthom )wi t hdr
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86U.S.Treasury; As set Guarant ee hRx/ovgntreasury goitiativesfinanbidlstabiligyfTARP-
ProgramddankinvestmentprogramsiagpPagesiverview.aspxThe termination agreement is available at
http://www.treasury.gowitiativesfinancialstability/porogramshvestmeriprogramsagpDocumentdBofA%20-
%20Termination%20Agreement%2620executed.pdf
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